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T AM PLEASED TO BE HERE TODAY TO DISCUSS WITH YOU THE GENERAL L
* Accounting OFFIcE ReporT, E FuNDING OF STATE AND LocAL GoversMENT PENSION L
< PLANJ A NaTIONAL PROBLEM,' I wru_ TOUCH BRIEFLY ON WHY WE UNDERTOOK
THIS STUDY AND HOW WE CARRIED IT OUT, BUT MAINLY, T TALK ABOUT

WHAT WE FOUND OUT AND OUR CONCLUSIONS AND RECOP?ENDATIONS,

CONGRESS‘ HAS LONG BEEN CONCERNED ABOUT THE CONDITION OF ST‘ATE‘ AND

' LOCAL PENSION PLANS, TE EMPLOYEE RETIREMENT INCOME SECURITY AT OF

1974 CALLED FOR STUDIES OF WHETHER SIMILAR LEGISLATION ViAS NEEDED FOR

PUBLIC PENSION PLANS. SINCE THEN, A NUMBER OF BILLS HAVE BEEN INTRODUCED -

TO REGULATE STATE AND LOCAL PENSION PLANS, THE LATEST PROPOSAL BEING
H.R, 6525, INTRODUCED IN FEBRUARY BY CONGRESSMEN THOMPSON AND ERLENBORN,
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ONE FuncTIoN oF THE GENERAL AccounTING OFFice 1S 10 ASSIST CONGRESS
BY PROVIDING INFORMATION, AND CONGRESS HAS ASKED US TO STUDY VARIOUS |
ASPECTS OF STATE AND LOCAL GOVERNMENT PENSION PLANS. ACCORDINGLY, WE

UNDERTOOK THIS STUDY TO PROVIDE INFORMATION ON THE CONDITION OF PENSICN

* PLAN FUNDING TO ASSIST CONGRESS IN THEIR DELIBERATIONS ON THE NEED FOR

. LEGISLATION, -

a STATE AND LOCAL GOV_ERNMENT PENSION PLAN FUNDING PRESBITED A DIFFICULT

- ISSUE, THERE 1S NO CLEAR AGREEMENT ON HOW PENSION PLANS SHOULD BE FUNDED,

HOW LARGE A FUND SHOULD BE CREATED, HOW FUNDING REQUIREMENTS SHOULD BE
MET, |

IT HAS BEEN ESTIMATED THAT THE UNFUNDED ACCRUED LIABILITIES OF ALL
STATE AND LOCAL GOVERNMENT PENSION PLANS WERE AS MUcH AS $1/5 BILLION IN
1975, AND THESE LIABILITIES HAVE GROWN SINCE THEM. | |

e

THE MAJOR PROBLEM POSED TO STATE AND LOCAL GOVERNMENTS BY ANY
STANDARD FCR FUNDING, ESPECIALLY FEDERAL STANDARDS LIKE THOSE IMPOSED -

" UPON PRIVATE EMPLOYERS, WOULD BE: HOW MUCH MORE THEY WOULD HAVE TO

PAY EACH YEAR DURING THE AMORTIZATION PERIOD TO FINANCE THE UNFUNDED

'ACCRUED LIABILITY.




= HAD ASSETS VALUED AT $18 3 BILLION AND UNFUNDED LIABILITIES OF AEOUI'

- 0 i AR

WE LOOKED AT THE FUNDING OF 72 PENSION PLANS ADMINISTERED BY 3 |
STATES AND 26 LOCAL GOVERNMENTS WITHIN THOSE STATES, KE useD HE ERISA :
STANDARD FOR FUNDING PRIVATE PENSION PLANS AS OLR CRITERION, THE PLANS

- EXAMINED COVER ABOUT 1 4 MILLION ACTIVE MEMBERS AND PAY PENSIONS 10

agout 425,000 REI‘IREES OR BENEFICIARIES. The 72 RETIREMENT sysnzms

829 Bricion, THe GOVERNMENTS CONTRIBUTED $2 & BILLION T0 THE PLANS DURINGT 'f
| THE FINANCIAL YEAR SELECTED _&Ea/_:m

STATE AND LOCAL OFFICIALS ARE GENERALLY AWARE OF THE NEED FOR SOUND

- ACTUARIAL FUNDING OF PENSION SYSTEMS, BUT THEY VIEW WITH APPREHENSION
 THE FINANCIAL IMPACT oF IMPOSING ERISA-TYPE FUNDING STANDARDS ON PUBLIC
" PENSIONS, AN ERIQA-TYPE MINIMUM FLNDING STANDARD EOR PUBLIC PENSIONS

WOULD REQUIRE AN ANNUAL CONTRIBUTION TO COVER THE NORMAL COSTS PLUS THE -

~ AVOUNT NEEDED TO AMORTIZE THE EXISTING UNFUNDED LLSBILITIES OVER A -
. SPECIFIED FUTWRE PERIOD. ~ FOR EXISTING PRIVATE PENSION PLPNS, ERISA
‘ RE@DTQES THE A}V‘ORTIZATION IN 140 EQUAL ANNUAL INSTALLMENTS, -

OF THE 72 STATE AND LOCAL PENSION PLANS wE REVIEWED, 19 MET THE

; _' ERISA MINIMUM FUNDING STANDARD FOR PRIVATE PENSION PLANS. THE OT!-‘ER 53

PLANS WERE NOT RECEIVING LARGE ENOUGH CONTRIBUTIONS TO SATISFY THE ERISA S

- FUNDING STANDARD. ~ Ir THE 53 PENnsION PLANS—-11 STATE AND 42 LOCAL GOVERN-

MENT SYSTEMS——ADOPTED AN FRISA-TYPE FUNDING STANDARD, IT WOULD REQUIRE AN
ADDITIONAL $1.[ BILLION FOR THE YEAR EXAMINED. I2MY OF THEM WOULD HAVE

" TO RAISE THEIR CONTRIBUI'IONS TO SOME OF THEIR PLAXS BY MORE THaN 100

PERCENT, A FEW BY MORE THAN HOO PERCENT,
- 3 -




THE cOSTS UNDER ERISA, IN ADDITION TO EXISTING PENSIGN COSTS, WOULD
REQUIRE THE EQUIVALENT OF UP TO 43 PERCENT MORE OF THE TAX REVENUES OF THE_
 AFFECTED JURISDICTIONS, FOR EXAMPLE, To MEET THE FRISA FUNDING STANDARD
IN PITTSBURGH, PENSION COSTS WOULD REQUIRE ABOUT 33 PERCENT OF TAX REVENUES., |
COMPARED WITH THE 13 PERCENT NOW GOING FOR RETIREMENT cosTs, ACCORDING TO
A PITTSBURGH OFFICIAL, FUNDING OF THE CITY'S PENSICM PLANS UP TO THE ERIQA
~ STANDARD COULD LEAD TO BANKRUPTCY,  IN READING, PENNSYLVANIA, PEI\SION FUNDING
' UNDER ‘ERTSA WOULD TAKE AN AMOUNT EQUAL TO ABOUT L0 PERCENT oF TAXES, COMPARED

WITH THE 15 PERCENT CURRENTLY CONTRIBUTED, A READING CITY OFFICIAL BELIEVED
THAT THE CITIZENS WOULD RESIST ANY TAX INCREASE FOR PENSION FUNDING, CLEARLY,
ADDED PENSION COSTS TO MEET AN ERISA-TYPE AMORTIZATION STANDARD WOULD BE A
DEVASTATING DRAIN ON THE INCOMES OF SOME JURISDICTIONS,

THE MANY LOCAL RETIREMENT SYSTEMS THAT ARE NOT ACTUARIALLY FUNDED
"THREATEN CITIES WITH SEVERE FUTURE FINANCIAL DIFFICIJLTIES;' YHICH IN TURN
WOULD AFFECT THE STATE GOVERNMENTS, A SYSTEMATIC ANDING PLAN FOR AMORTIZING
THE UNFUNDED LIABILITY OVER A SPECIFIED PERIOD COULD HELP AVERT FISCAL
DISASTER FOR A NUMBER OF STATE AND LOCAL GOVERMMENTS, | |

To ILLUSTRATE THE NEED FOR SYSTEMATIC LONG-TEFPM FUNDING, WE SELECTED
© THREE PENSION PLANS NOW ON A PAY-AS-YOU-GO BASIS, GNE IN BosTon, oME IN
Pr7TsBuRGH, AND THE DeLAvare STATE PoLrce Pension PLAN, e PROJECTED THEIR
PENSION COSTS FOR 41 YEARS, BOTH UNDER THE PAY-AS-YOU-GO METHOD AND UNDER
ACTUARTAL FUNDING AS PRESCRIBED BY ERISA, |
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THE PROJECTIONS FOR ALL THREE PLANS SHOW THAT ANMUAL COSTS FOR PAY-
AS=YOU-GO FUNDING ARE INITIALLY LESS THAN THOSE FOR ACTUARIAL FUNDING,
HOWEVER, PAY-AS-YOU-GO FUNDING COSTS EVENTUALLY EXCEED THE AYNUAL COSTS OF
ACTUARIAL FUNDING, UNDER ACTUARIAL FUNDING, AFTER 40 YEARS THE INITIAL |
UNFUNDED LIABILITY WILL HAVE BEEN COMPLETELY AMCRTIZED, SO THE ANNUAL

 CONTRIBUTION WILL DROP TO THE AVOUNT NEEDED TO COVER NORMAL COSTS, UNDER
o ;fPAY-As-You-Go FUNDING; on THE OTHER HAND, AFTER 40 YEARS THE UNFUNDED
| *,""'-:"'”LIABILITY WILL HAVE. GROWN TO ENORMOUS PROPORTIONS, AND THE "‘fNUAL PAYOUT wzu_lz
o CONTINUE T0 INCREASE.v '

For ExaMPLE, THE DELAwARE STATE PoLice PLAN As OF SepTE'BER 1976 HAD
AN ACTUMRIALLY CALCULATED UNFUMDED LIABILITY OF OVER $30 MILLION, AND WAS
ON A PAY-AS-YOU-60 BASIS, PROJECTION OF PENSION COSTS FOR THIS PLAN snows
| THAT PAY-AS-YOU-GO YEARLY CONTRIBUTIONS WOULD EXCEED ACTUARTAL CONTRIBUTIONS
BY THE 17TH YEAR, ASSUMING A U0-YEAR AMORTIZATION PERIOD,

| ON THE PAY-AS-YOU-60 BASIS, THE UNFUNDED LIABILITY IS PROVECTED TO

* INCREASE AFTER L0 YEARS BY ABOUT 3-1/2 TIMES-—FROM $80 MILLTON TO $286 -
”'AMILLIQN. AVORTIZATION.AT THE END OF L0 YEARS OF THE INCREASED LIABILITY
 OVER A U0-YEAR PERIOD AND THE PAYMENT OF NORMAL COSTS WOULD QEQUIRE A

‘ YEARLY PAYMENT OF ABOUT 3 MILLION, AN AMCUNT ALMGST FIVE TIMES GREATER

THAN THE AYOUNT REQUIRED- TO START AMORTIZING THE SePTEMBER 1976 UNFUNDED

LIABILITY,




- STATE AND LOCAL OFFICIALS HAVE OFTEN FOUND IT EXPEDIENT TO POSTPONE

'PENSION REFORM, LEAVING IT TO FUTURE OFFICE-HOLDERS TO RAISE TAXES AND

INCREASE GOVERNMENT CONTRIBUTIONS TO RETIREMENT TRUST FUNDS, ALS0, THE
CONSTITUENCY OF THE GREATLY EXPANDED BODY OF STATE AND LOCAL EMPLOYEES

 HAS BROUGHT PRESSURE FOR ENLARGING FRINGE BENEFITS,. 'INCLUDING PENSIONS-

HENCE, PENSIONS ARE OFTEN INCREASED WITHOUT PROVIDING ADEQUATE FUNDING,
A CONCESSION THAT DOES NOT RAISE CURRENT COSTS SIC-NIFICANTLY; BUT MES_ o

o RAISE UNFUNDED LIABILITIES.

HOWEVER, A NUMBER OF STATE AND LOCAL GOVERNMENTS HAVE BEGUN TO TACKLE
THE PROBLEM OF PENSION FUNDING, PENSION REFORM ACTIONS TAKEN RANGE FROM :
ATTEMPTING TO IDENTIFY THE PROBLEM, TO ADOPTING AXD IMPLEMENTING MEASURES
70 SOLVE 1T,

A MAJOR OBSTACLE TO PENSION REFORM 1S THE IMMEDIATE COST IMPACT.
BECAUSE OF VOTER OPPOSITION TO TAX INCREASES, STATE AND LOCAL GOVERNMENTS
ARE USING OR CONSIDERING OTHER APPROACHES TO FINANCE PENSION REFORMS,
SOME JURTSDICTIONS ARE REEXAMINING THEIR PENSION PROVISIONS AND LOOKING
FOR WAYS TO CONTROL OR REDUCE PENSION COSTS,




PROPERTY TAES COLLECTED IN 1977 veNT INTO CONTRIBUTIONS TO REI'IREMENT
v»'.__SYSTEMS Los ANGELES AND. OAKLAND OFFICIALS SAID THAT PRGPOSITION 13 woux_n

S SEVERELY HAMPER ANY COMPLIANCE WITH AN ERISA-TvpE FUNDING REQUIRENENI‘ IN

NATIONWIDE VOTER RESISTANCE TO TAX INCREASES HAS BEEN SPOTLIGHTED'
BY THE MUCH PUBLICIZED PROPOSITION 13, THE INITIATIVE OVERWHELMINGLY PASSED

BY CALIFORNIA VOTERS IN JUNE 1978, PRoPOSITION 13 DRASTICALLY CUT BACK AND

LIMITED LOCAL PROPERTY TAXES; A MAJCR SOURCE OF REVENUES FOR-PENSION FINANCING

BY LOCAL GOVERMMENTS, IN Los ANGELES, FOR EXAMPLE, OVER 53 PERCENT OF THE - "

o 'BOTH cmes, SERVICES AND PERSONNEL HOULD HAVE TO BE CUT m EDEB IQ ﬂm

FOR FUNDING PENSIONS, LOCAL GOVERMMENTS EVERYWHERE LOOK TO THE STATE .

" FOR RELIEF'.‘ FOR EXAMPLE, LOCAL OFFICIALS IN MASSACHUSETTS DO NoT FEEL ABLE
TO INSTITUTE PENSION REFORM WITHOUT STATE FINANCIAL HELP.

OFFICIALS OF THE THREE CITIES WE VISITED IN FASSACHUSETTS WERE NOT
wiu.ING TO BEGIN FUNDING THEIR PENSION SYSTEMS ON A VOLUNTARY BASIS} AD
THEY SAID THAT, WITHOUT STATE OR FEDERAL FINANCIAL SUPPORT, THE BURDEN OF

* FUNDING WOULD RAISE LQCAL PROPERTY TAX RATES THAT WERE ALREADY TCO HIGH,

.‘ THe POINT WAS UNDERSCORED BY MASSACHUSETTS VOTERS ON Hoverger /7, 1978, =
WHEN THEY OVERWHELMINGLY PASSED AN INITIATIVE TO PREVENT SHARP INCPEASES
* IN RESIDENTIAL PROPERTY TAXES, |




GIVEN THE OBSTACLES TO OVERT TAX INCREASES, SCME GOVERNMENTS ARE
~USING OR CONSIDERING OTHER APPROACHES TO FINANCE PENSICON REFORMS, INCL.UDING

EXTENDING EXPIRING TAXES; SUBSTITUTING USER CHARCCS FOR TAXES, AND USING
_FEDERAL REVENUE SHARING FUNDS.

- SovE JURISDICTIONS, IN LOOKING FOR WAYS TO SOFI’EN THE FUTWRE IMPACT o
oF UNFUNDED PENSION BENEFITS, HAVE REEXAMINED THEIR PENSION PROVISIONS
* AND FOUND THAT THEY CAN REDUCE PENSION COSTS BY CONTROLLING BENEFITS
SUBJECT TO ANNUAL ADJUSTMENT, SUCH AS COST-OF-LIVING INCREASES; IMPOSING
TIGHTER ELIGIBILITY STANDARDS; ESTABLISHING NEW PLANS WITH LOWER BENEFITS

FOR NEW HIRES; AND INTEGRATING PENSION PLAN BENEEITS WITH SOCIAL SECURITY
BENEFITS. ‘

WITH RESPECT TO FEDERAL REGULATION OF PUBLIC PENSION PLANS; THERE IS
" A QUESTION AS TO THE EXTENT OF THE FEDERAL GOVERNMENT'S AUTHORITY TO |
| REGULATE STATE AND'LOCAL GOVERMMENT PENSION PLANS,

NOTWITHSTANDING THIS UNCERTAINTY, THE FEDERAL GOVERNMENT DOES HAVE A
DIRECT INTEREST IN STATE AND LOCAL GOVERNMENT PENSION PLANS THROUGH ITS
© GRANT PROGRAMS: GAQ ESTIMATES THAT ABOUT $1 BILLION IN RETIREMENT CON-

TRIBUTIONS 1S BEING REIMBURSED YEARLY T0 STATE AND LOCAL GOVERNMENTS UNDER
FEDERAL GRANT PROGRAMS, ’




L ;EMPLOYEES AND TO AVERT FISCAL DISASTER, STATE AND LGCAL GOVEWEMS SHOULD

CONCLUSTONS

GAO conCLUDED THAT PENSION REFORM AT THE STATE 23D LOCAL LEVELS IS |
MOVING SLOWLY, AND THE PROSPECTS FOR SIGNIFICANT IMPROVEMENT IN THE FORE- i
. SEEABLE FUTURE ARE NOT BRIGHT,

IT IS CLEAR 'I'HAT; T0 PROTECT THE PENSION BENEFI"S EARNED BY PUBLIC

'FUND THE NORMAL OR CURRENT COST OF THEIR PENSION PLﬁSIS ON NI AI\NUAL BASIS
'AND AMORTIZE THE PLANS UNFUNDED LIABILITIES.

 ALTHOUGH SPONSORING GOVERMMENTS ARE RESPONSIBLE FCR SOUD FUNDING OF |
| STATE AND LOCAL GOVERMMENT PLANS, THE FEDERAL GOVERIMENT HAS A SUBSTANTIAL

" INTEREST IN THESE PENSION PLANS, [ANY JURISDICTIONS HAVE RELIED MORE AND MORE
ON FeDERAL GRANT FUNDS AND REVENUE SHARING TO HELP MEET PENSION PLAN COSTS. .
| _THESE PLANS DIRECTLY AFFECT THE CONTINUED WELL-BEIbE AD SECRITY OF MILLIONS
* OF STATE AND LOCAL GOVERNNENT EMPLOYEES AND TT-u:IR DEPENDENTS,

IT MIGHT BE IN THE NATIONAL INTEREST FOR THE CCNGRESS TO ASSURE, THROUGH

LEGISLATION, THE LONG-TERM FINANCIAL STABILITY OF THESE PENSION PLANS THROUGH
~ SOUND FUNDING STANDARDS. Bur THE FepeRAL GoVERMMENT'S AU’I'I-*ORITY TO REGULATE
“f:'g,STATE AND LOCAL GOVERM«TENT PLANS HAS NOT BEEN PESOL’ED. e




1 O 0 THE GRS

~ AccorpineLy, GAQ HAS RECOMMENDED THAT THE (ONGRESS SHOULD CLOSELY
- MONITOR ACTIONS TAKEN BY STATE AND LOCAL GOVERNMENTS. TO IMPROVE THE
FUNDING OF THEIR PENSION PLANS TO DETERMINE WHETHER AND AT WHAT POINT -
" CONGRESSIONAL ACTION MAY BE NECESSARY IN THE NATIONAL INTEREST TO PREVENT :
, FISCAL DISASTER AND 0 PROTECT THE RIGHTS OF EMPLOYEES AND THEIR DEPENDENTS

FEDERAL AGENCIES, A'D OTHER INTE [D PARTIES

THE CONSENSUS AMONG THOSE WHO COMMENTED ON OUR REPCRT VAS THAT FUNDING
OF PUBLIC PENSION PLANS IS A SERIOUS PROBLEM; HOWEVER, THERE IS NO CLEAR
* AGREEMENT ON WHAT THE SOLUTICN SHOULD BE, MANY BELIEVE THAT ANY FUNDING

STANDARD FOR PUBLIC PLANS SHOULD BE LESS DEMANDING THAM THE STANDARD
IMPOSED ON PRIVATE PLANS.

- THERE WAS GENERAL OPPOSITION TO A FEDERAL ROLE I ESTABLISHING A \
FUNDING STANDARD FOR STATE AND LOCAL GOVERNMENT PENSICN PLANS. MosT
OFFICIALS ARGUE THAT THE FEDERAL GOVERNMENT HAS NOT DEALT ADEQUATELY WITH j
TS OWN PENSION FUNDING PROBLEMS. | -

| But SOME BELIEVE THAT FEDERALLY PRESCRIBED REPORTING AND DISCLOSURE |
" STANDARDS COULD HAVE A BENEFICIAL INFLUENCE ON PUBLIC PENSION PLAN FUNDING.
THIS 1S PART OF THE APPROACH OF THE LATEST FETERAL LEGISLATIVE PROPOSAL, -
H.R, 6525, INTRODUCED IN FEBRUARY BY CONGRESS.,
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